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Most nonprofit human services organizations are hit with a double whammy during 
tough economic times.  While public and private resources diminish, the need in our 
communities becomes greater, and services must expand to meet higher unmet needs.  
This may not be the best time to be embarking on a capital project, but you may not have 
a choice in order to increase access to care and replace or renovate your already 
overburdened facilities.   
 
TƘŜ ŎǊƛǘƛŎŀƭ ƳƻƳŜƴǘǳƳ ȅƻǳΩǾŜ set ƛƴ Ƴƻǘƛƻƴ ǎƘƻǳƭŘƴΩǘ ōŜ ǳƴŘŜǊŜǎǘƛƳŀǘŜŘ ƻǊ ǎǘƻǇǇŜŘ ƳƛŘǎǘǊŜŀƳΦ  

Despite the economy, capital development continues to offer a one-time opportunity to 
substantially increase access to care in your community while strengthening your 
infrastructure and capacity.  You may not do another capital project for many years, so 
yƻǳ ŘƻƴΩǘ ǿŀƴǘ ǘƻ ǎŀŎrifice too much of your vision.  Just be prepared to cut back and for 
the project to take longer than you expected.  Balance precaution with the momentum 
and optimism needed for the successful completion of your project.   
 
²ƘƛƭŜ ƴƻ ƻƴŜ ǊŜŀƭƭȅ ƪƴƻǿǎ ǿƘŀǘΩǎ in store over the coming months and years as a result 
of the current economic crisis, there are broad expectations that will have a critical 
impact on facilities planning.  Here are some common-sense precautions to consider -- 
particularly for health care organizations in California -- as you move forward to realize 
your facilities development project: 
 

PLANNING AND PREDEVELOPMENT 
Á Facilities planning needs to be carefully integrated into strategic planning with 

numbers attached.  During the planning stage when we tend to envision ideal 
programmatic scenarios, financial constraints will need to play an equal role in 
shaping future plans. 

Á Before hiring an architect, winnow down your vision to what is essential rather 
than spending money on designs that have to be redrawn or reduced in scope 

Á Work with your architect during planning and schematic phases to design the 
most efficient use of space.  Consider phasing options for building your project 
ǘƘŀǘ Ŏŀƴ ōŜ ŦƻƭƭƻǿŜŘ ƛƴ ŎŀǎŜ ȅƻǳǊ ǎƻǳǊŎŜǎ ƻŦ ŦǳƴŘǎ ŘƻƴΩǘ ƳŜŜǘ ŜȄǇectations 

Á Incorporate detailed cost estimates early on rather than waiting until design 
development documents are nearly complete  

Á Negotiate a GMP construction contract that includes άŀŘŘ ŀƭǘŜǊƴŀǘŜǎέ ŀǎ ƴŜŜŘŜŘ 
Á Maintain an up-to-date Sources and Uses of Funds with higher contingency 

percentages than normal 
Á Make sure your development team is made up of staff and consultants who have 
ŀ άŎŀƴ Řƻέ ŀǘǘƛǘǳŘŜ ŀƴŘ ǿƘƻ ƘŀǾŜ ŜȄǇŜǊƛŜƴŎŜ ƛƴ ǳƴŜŀǊǘƘƛƴƎ ǊŜǎƻǳǊŎŜǎ ŘǳǊƛƴƎ 
tough times, but who are also respectful and conservative regarding your 
limitations and constraints. 
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DEBT FINANCING 
The cost of borrowing will probably increase, whether in upfront and annual fees or interest 
rates.  When planning for capital development, use conservative assumptions in your 
projections.  Run numbers using higher interest rates, upfront costs and annual fees.  Use 
conservative operating ratios to determine how much you should borrow.  (Contact Capital 
Incubator or work together with your financial advisor and your lenders to determine 
appropriate scenarios in each unique case.) 
 
Tax-Exempt Bonds  
Cal Mortgage (California healthcare organizations only) 
Health care providers in California are lucky to have Cal Mortgage Loan Insurance which will 
continue to offer a reliable opportunity to borrow tax-exempt.  While interest rates may 
increase, tax-exempt rates will still be cheaper than borrowing from conventional banks, even 
with loan guarantees for conventional borrowing.  And in tough times, Cal Mortgage is a safer 
bet than a commercial bank in case of default.  Cal Mortgage will work with its borrowers over 
time to help them succeed while commercial lenders will be much quicker to initiate default 
proceedings.  Assuming the United HealthCare program is still in place ǿƘŜƴ ȅƻǳΩǊŜ ǊŜŀŘȅ ǘƻ 
finance, there may also be opportunities for you to reduce your Cal Mortgage interest rate, 
costs of issuance and premium. 
 
Letter of Credit Enhancement 
It has always been difficult for community health centers and small nonprofits to get a letter of 
ŎǊŜŘƛǘ ŦǊƻƳ ŀ ŎƻƳƳŜǊŎƛŀƭ ōŀƴƪΣ ŀƴŘ ƛƴ ǘƻŘŀȅΩǎ ƳŀǊƪŜǘ ƛǘ ǿƛƭƭ ōŜ ŜǾŜƴ ƘŀǊŘŜǊΦ  CǳǊǘƘŜǊΣ ǘƘŜ Ŏƻǎǘǎ 
of obtaining a letter of credit will increase, making your upfront costs and all-in interest rate 
higƘŜǊΦ  ¢ƘŜǊŜΩǎ ŀ new program through the Federal Home Loan Bank that might help you 
obtain ŀ ƭŜǘǘŜǊ ƻŦ ŎǊŜŘƛǘ ƳƻǊŜ ŜŀǎƛƭȅΣ ōǳǘ ƛǘ ƘŀǎƴΩǘ ōŜŜƴ ǳǎŜŘ ȅŜǘ ŀƴŘ ǿŜ ŘƻƴΩǘ ƪƴƻǿ Ƙƻǿ ƛǘ ǿƛƭƭ 
play out.   
 
California Communities, Small Issue Public Benefit Program 
This is a private placement program for small issuances in California of up to $7 million, with the 
majority being under $5 million.  The up-front costs of issuance are substantially lower than for 
Cal Mortgage and the program isnΩt limited to health care organizations.  Maturities of only 15 
years are less than for public offerings, however, and the Loan-to-±ŀƭǳŜ ǇŜǊŎŜƴǘŀƎŜǎ ŀǊŜƴΩǘ ŀs 
high.  Historically, interest rates for this program have run slightly higher than for Cal Mortgage, 
and because these bonds are placed with private financial institutions, we can assume that in 
the current economy their interest rates will continue to be higher.  ItΩs still an excellent option, 
especially for non-healthcare organizations in California. 

 
New-Markets Tax Credits  
WhiƭŜ ŀƭƭƻŎŀǘƛƻƴǎ ƻŦ ƴŜǿ ƳŀǊƪŜǘǎ ǘŀȄ ŎǊŜŘƛǘǎ ƘŀǾŜ Ƨǳǎǘ ōŜŜƴ ƳŀŘŜ ǘƻ /5CLΩǎΣ iǘΩǎ ǎǘƛƭƭ ǳƴŎƭŜŀǊ 
how ǘƘŜ ŦƛƴŀƴŎƛŀƭ ŎǊƛǎƛǎ ǿƛƭƭ ƛƳǇŀŎǘ ƻƴ ōƻǊǊƻǿŜǊǎΩ ŀŎŎŜǎǎ ǘƻ NMTC loans.  With the new 
allocations there are lenders out there who are eager to do NMTC deals.  Interest rates and 
fees for NMTC loans may go up, however, as is likely for other financing options.  Further, 
Capital Link has suggested that the incentive amongst investors for these tax credits may 
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decrease, making it more difficult to put together NMTC deals.  LǘΩǎ ŀƭǎƻ ƛƳǇƻǊǘŀƴǘ ǘƻ ƪŜŜǇ ƛƴ 
mind that these are seven year loans with no option to refinance during that period, as well as 
the need to refinance the balloon payment at maturity.  While there may be the opportunity to 
get as much as 25% in debt forgiveness at the end of the seven year period, you will need to 
carefully weigh the potential debt reduction alongside the interest rate risk in seven years.  It 
may be a risk worth taking, but it is a risk nonetheless. 

 
Alternative Loan Sources   
Community Development Financing Institutions and/or development corporations are often an 
excellent source of short-term bridge financing for capital projects, especially to cover 
predevelopment costs.  Since most of these organizations are raising their loan funds from 
banks and donors, however, they will be subject to the same increases in rates and decrease in 
access that you are.  That means they may be harder to obtain and their already high interest 
rates may increase. 

 
Conventional Bank Loans   
Commercial bank loans have usually been the last resort for long term financing of nonprofit 
facilities because of their high interest rates and short term maturities, and that will remain the 
case.  Interest rates are expected to ƛƴŎǊŜŀǎŜ ŜǾŜƴ ƘƛƎƘŜǊΣ ŀƴŘ ōŀƴƪŜǊǎΩ appetites for risky 
health care loans will likely decrease.  Their tolerance for default in this market will also be less, 
giving you no time to right yourself in the case of budget shortfalls and/or cash flow problems.  
HRSA has a loan guarantee program that you can ǳǘƛƭƛȊŜ ŦƻǊ ŀ ŎƻƳƳŜǊŎƛŀƭ ƭƻŀƴ όƛǘΩǎ ƴƻǘ ŀǾŀƛƭŀōƭŜ 
for tax-exempt bond financing) which could help, but a commercial bank loan is still less 
beneficial than tax-exempt or NMTC options for long term capital development. 
 

CAPITAL CAMPAIGNS 
 Foundations, corporations, individuals and government sources will all have less to give 

due to uncertainty, diminishing returns on their investments, deficits etc.  Not one 
source of capital giving you have counted on will be immune from the downturn. 

 Foundations will be hard pressed to commit to grants going forward until they get a 
ƘŀƴŘƭŜ ƻƴ Ƙƻǿ ǘƘŜȅΩƭƭ ƳŜŜǘ commitments to multi-ȅŜŀǊ ƎǊŀƴǘǎ ǘƘŜȅΩve already made. 

 Capital giving has never been a priority for most foundations, and now it may become 
even less of a priority.  Their giving will likely focus on survival for organizations they are 
already invested in, and on organizations that provide essential services they deem 
critical to maintaining the safety net.  While you may be able to count on programmatic 
support from your ongoing funders, capital giving may not be as easily obtained. 

 Create a realistic capital campaign plan and be conservative in estimating your donor 
pyramid.  If ȅƻǳΩǾŜ ōŜŜƴ ŀble to phase design and construction, then consider phasing 
ȅƻǳǊ ŎŀǇƛǘŀƭ ŎŀƳǇŀƛƎƴΦ  ²ƘŜǘƘŜǊ ƛǘΩǎ ƻƴŜ ŎŀƳǇŀƛƎƴ ƻǊ ŀ ǇƘŀǎŜŘΣ ǘǿƻ part campaign, set 
your goal ƭƻǿΦ  LǘΩǎ ŀƭǿŀȅǎ ōŜǘǘŜǊ ǘƻ ŜȄŎŜŜŘ ȅƻǳǊ Ǝƻŀƭ ǘƘŀƴ ǘƻ Ŧŀƭƭ ǎƘƻǊǘΦ 

 
I look forward to working with you during these challenging times. 
Andra Lichtenstein 


